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Notices of Proposed Rulemaking

NOTICES OF PROPOSED RULEMAKING

Unless exempted by A.R.S. § 41-1005, each agency shall begin the rulemaking process by first submitting to t}Le Sec-
retary of State's Office a Notice of Rulemaking Docket Opening followed by a Notice of Proposed Rulemaking that

contains the preamble and the full text of the rules. The Secretary of State’s Office publishes each Notice in the next
available issue of thRegister according to the schedule of deadlinesRegister publication. Due to time restraints,
the Secretary of State’s Office will no longer edit the text of proposed rules. We will continue to make numbering and
labeling changes as necessary.

Under the Administrative Procedure Act (A.R.S. § 41-1001 et seq.), an agency must allow at least 30 days to|elapse
after the publication of the Notice of Proposed Rulemaking irRdgester before beginning any proceedings for
adoption, amendment, or repeal of any rule. A.R.S. §8 41-1013 and 41-1022.
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NOTICE OF PROPOSED RULEMAKING

TITLE 6. ECONOMIC SECURITY

CHAPTER 5. DEPARTMENT OF ECONOMIC SECURITY
SOCIAL SERVICES

PREAMBLE
Sections Affected: Rulemaking Action:
R6-5-7411 Amend
R6-5-7432 Amend
R6-5-7433 Amend
R6-5-7437 Amend
R6-5-7446 Amend
R6-5-7452 Amend
R6-5-7459 Amend
R6-5-7461 Amend

The specific authority for rulemaking. including both the authorizing statute (general) and the statutes the rules
areimplementing (specific):
Authorizing Statutes: A.R.S. 88 8-503(A)(4)(b), 41-1003, 41-1954(A)(3), 41-1967(1), and 46-134(A)(12)

Implementing Statutes: A.R.S. 88 8-506, 8-509, 41-1967(D) and (E), and 46-134(A)(2)(b)

A list of previous natices appearing in the Register addressing the proposed rule:
Notice of Rulemaking Docket Opening: 5 A.A.R. 396, January 29, 1999

The name and address of the agency personnel with whom persons may communicate regarding the rulemaking:

Name: Beth Broeker

Address: P.O. Box 6123, Site Code 050A, Phoenix, AZ 85005 or
1789 West Jefferson, Site Code 050, Phoenix, AZ 85007

Telephone: (602) 542-6555

Fax Number: (602) 542-6000

E-mail: bbroeker@mail.de.state.az.us

An explanation of the rule, including the agency’s reasons for initiating the rule:
This rulemaking package arises out of a request from the Governor’s Regulatory Review Council (G.R.R.C.) in May

1997 when it reviewed and approved the Department’'s Administrative Rule package on Group Care Facilities (R6-5-
7401 through R6-5-7471). At the time the previous rule package was filed, G.R.R.C. requested that the Department
review the rules after a year of implementation and determine if additional modifications were required. The Depart-
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ment has determined that the rules presented in this package do require minor modifications. The proposed modifica-
tions:

A. Clarify the documentation that must be filed with the application for renewal of alicense so that the requirements
and process are easier for the applicant.

B. Add the requirement that the Department has the authority to approve the instructor who will provide training in
de-escdlation and physical restraint practices. This added requirement will ensure a method of quality assurance
for the licensing authority when reviewing the training programs provided by the licensee.

C. Add the requirement that the licensee shall have a written plan to ensure that children in their care are safe-
guarded. This requirement provides that the licensee will have adequate staff to ensure the safety of the children,
even if this staffing plan exceeds the minimum requirements according to therule.

D. Remove the requirement that supervisors be certified, because no one in Arizona has been able to comply with
this certification requirement, and the Department determined that to do so would not add quality to the programs
offered by the licensee.

E. Addarequirement that meals be prepared in compliance with the posted menus. Current rules require that licens-
ees prepare a menu; however, licensees were not using the menus to prepare their meal's, thus defeating the pur-
pose of the menus.

F.  Modify the requirement for dental examinations from every 6 months to every 12 months or as required by a
dentist because the 6-month time cycle was not covered by most insurance (including CMDP) provided to chil-
drenin care.

G Eliminate the specific measurement for determining adequate light in residential areas because this proved to be
an arbitrary measurement of appropriate light. The licensee shall be required to provide illumination to ensure
that staff and children can perform activities and tasks safely without eyestrain.

H. Add arequirement prohibiting alicensee from locking bedroom doors because of fire danger.

I.  Providefor technical correction in internal cross references.

A reference to any study that the agency relied on in its evaluation of or justification for the proposed rule and
where the public may obtain or review the study, all data underlying each study, any analysis of the study and

other supporting material:
None

A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a
previous grant of authority of a political subdivision of this state.
Not applicable

Thepreliminary summary of the economic, small business, and consumer impact.
This rulemaking effort will not impose any significant costs on any person or group, other than the minor costs asso-
ciated with promulgation and publication of the rulemaking package. Any minor costs are outweighed by the benefits
of clarifying certain aspects of the process for licensing group care facilities. The public, the regulated social service
entities, and the Department will all benefit from this rulemaking effort.

The name and address of agency personnel with whom persons may communicate regarding the accuracy of the
economic, small business, and consumer impact statement:

Name: Beth Broeker

Address: P.O. Box 6123, Site Code 050A, Phoenix, AZ 85005 or
1789 West Jefferson, Site Code 050, Phoenix, AZ 85007

Telephone: (602) 542-6555

Fax Number: (602) 542-6000

E-mail: bbroeker@mail.de.state.az.us

10. The time, place, and nature of the proceedings for the making, amendment, or repeal of the rule or, if no

1.

proceeding is scheduled, where, when, and how persons may request an oral proceeding on the proposed rule.
The Department does not plan to conduct hearings on these amendments unless a written request for an oral proceed-
ing is submitted to the person named in question #4 within 30 days after the date of this publication. The Department
will accept written comments for at least 30 days after the date of this publication to the person named in paragraph 4.

Any other matters prescribed by statute that are applicable to the specific agency or to any specific agency or to
any specific rule or _class of rules.
Not applicable
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12. Incorporationsby reference and their location in therules:
None

13. Thefull text of the rulesfollows:

TITLE 6. ECONOMIC SECURITY

CHAPTER 5. DEPARTMENT OF ECONOMIC SECURITY
SOCIAL SERVICES

ARTICLE 74. LICENSING PROCESS AND LICENSING REQUIREMENT FOR CHILD WELFARE AGENCIES
OPERATING RESIDENTIAL GROUP CARE FACILITIESAND OUTDOOR EXPERIENCE PROGRAMS

Section

R6-5-7411. Application for Renewal of License and Operating Certificates
R6-5-7432. Qualifications for Specific Positions or Tasks; Exclusions
R6-5-7433. Orientation and Training for Staff

R6-5-7437. Staff Coverage; Staff-child Ratios

R6-5-7446. Nutrition, Menus, and Food Service

R6-5-7452. Medical and Health Care

R6-5-7459. Building Interior

R6-5-7461. Sleeping Areas and Furnishings

ARTICLE 74. LICENSING PROCESSAND LICENSING REQUIREMENT FOR CHILD WELFARE AGENCIES
OPERATING RESIDENTIAL GROUP CARE FACILITIESAND OUTDOOR EXPERIENCE PROGRAMS

R6-5-7411. Application for Renewal of License and Operating Certificates
A. No earlier than 90 and no later than 60 days prior to the expiration date of license, an agency may apply to the Licensing
Authority for renewal of its license and any operating certificates. The Licensing Authority does not have a duty to notify
the agency of license expiration. The agency shall contact the Licensing Authority to request a renewal application and to
schedule a DHS health and safety inspection. The agency shall schedule its own fire inspection. Failure to timely apply or
obtain inspections may result in suspension of the agency'’s license until the renewal process is completed.
B. An agency shall apply for renewal on a Department application form containing the information required in this Section.
. . )
C. An agency shall submit copies of the completed renapglication and supporting documents-isted-ir-R6-5-740t(A)
the Licensing Authority. If the agency has not amended, changed or updated the information or documentation since the
agency last applied for or renewed its license, the agencyrshaglindicate “no change” on the documents submitted
with therenewal applicatiorferm
D. With a renewal application, the agency shall also submit the following documentation:
1. A current financial statement prepared by an independent certified public accountant who is not employed by the
agency;
2. A certificate of current insurance coverage as prescribed in R6-5-7426;
3. A copy of the agency'’s current budget and the agency’s audit report for its preceding fiscal year;
4. ldentification of and the following background information on the agency, facility, and administrators:
Name, address, and telephone and telefacsimile numbers for the agency and all facilities operated by the agency;
Name, title, business address, and telephone and telefacsimile number of:
The person who serves as the chief executive officer (CEQ) as prescribed in R6-5-7432(A);
The person who serves as the program director as prescribed in R6-5-7432(B);
The person with delegated authority to act when the CEO is absent;
The person in charge of each separate facility as prescribed in R6-5-7432(C);
v. Persons holding at least 10% ownership interest in the applicant; and
vi. The agency and facility medical directors, if applicable;
The educational gualifications and work history for each person listed in subsection (D)(4)(b), with that person’s
attached resume, employment application, or curriculum vitae;
A list of the members of the agency’s governing body described in R6-5-7424, including name, address, position
in the agency, term of member ship, and any relationship to the applicant;
A list of licenses or certificates for provision of medical or social services currently or previously held by the
applicant or persons listed in subsection (D)(4)(b). including those held in this state or another state or country;
the list shall include the dates the person held the license or cetrtificate;
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A written description of any proceedingsfor denial, suspension, or revocation of alicense or certificate for provi-
sion of medical, psychological, behavioral health, or social services, pending or filed, or brought against the
applicant or a person listed in subsection (D)(4)(b), including those held in this state or another state or country;
and

dg. A written description of any litigation in which the applicant or a person listed in subsection (D)(4)(b) hasbeen a
party during the 10 years preceding the date of application, including, collection matters and bankruptcy pro-

ceedings.
An organizationa chart for the agency and each separate facility, showing administrative structure and staffing, and

lines of authority.

The following information on staff:

a  Alist of applicant’s paid staff, including:
Name;

Position or titles;

Degrees, certificates, or licenses held;

iv. Business address;

v. Date of hire;

vi. Date of last physical; and

vii. Date of submission for fingerprinting and background clearance;

=

For any staff whose primary residence is the facility:

The name and date of birth of any persons residing with a staff member;

Evidence that any adult residing with a staff member has submitted fingerprints and criminal background
information as prescribed in R6-5-7431 and is free from communicable diseases posing a danger to children
in care, as prescribed in R6-5-7431(H); and

iii. Evidence that the staff member’s children who reside at the facility have current immunizations.

7-4.Copies of any written complaints the agency has received about its performance at its -fagilitiesiuring the

expiring license year and the agency’s response to the complaints; and

8. 5.A written description of any changes in program services or locations, or the children served by the agency.
E. For a renewal application, the administrative completeness review time frame described in A.R.S. § 41-1072(1) begins
when the applicant submits a renewal application form and the required documentation listed in this Section.

R6-5-7432. Qualifications for Specific Positions or Tasks; Exclusions
A. Chief Executive Officer (“CEQ"): A licensee shall have a chief executive officer for the agency. The CEO:

1.

2.

6.

Is responsible for general management, administration, and operation of the agency in accordance with this Article;
Ensures that:

a. Each child in care receives necessary professional services;

b. Appropriately qualified staff render services to children in care; and

c. The services are coordinated,;

Shall have management experience and meet any other qualifications prescribed by the governing body;

Shall reside in Arizona;

Shall be accessible to staff, representatives of the Licensing Authority, and other governmental agencies; as used in
this subsection, “accessible” means readily available to answer questions and to handle problems or emergencies that
arise, either personally or through a chain of command; and

Shall designate a qualified person to perform administrative responsibilities whenever the CEO is inaccessible.

B. Program Director: A licensee shall have a least 1 person who is responsible for development, implementation, and super-
vision of an agency’s programs and services. This person shall have at least:

1.

2.

A master’s degree in social work or a related area of study from an accredited school and 1 year experience in the
child welfare or child care services field; or

A bachelor’s degree in social work or a related area of study from an accredited school and 2 years of experience in
the child welfare or child care services field.

C. Facility Supervisor: If a licensee operates more than 1 facility, the licensee shall designate a person to supervise the oper-
ations of each facility.

D. Supervisors: Any staff member who supervises, evaluates, or monitors the work of the direct care staff shafldvave
at least 6 months paid child care experience and at least 3 1/2 years of any combination of the following:

1.
2.

aPaid child care or related experience or
bPost hlgh school educatlon in somal work or a related fmld,
, 3 lati izati i e Workers

E. Direct Care Staff A person who supervises, nurtures, or cares for a child in care shall have at least:

1.

A high school diploma or equivalency degree and 1 year experience in working with children; or
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One year post-high school education in a program leading to adegree in the field of child welfare or human services.

F. Program Instructors: A person who supervises, trains, or teaches children in the performance of a physical activity that
poses an unusually high risk of harm, such as archery, river rafting, rock climbing, caving, rappelling, and hang gliding,
shall:

1
2.
3.

Be currently certified to perform the activity, if applicable;
Have at least 3 years experience related to the activity; or
Have aleast 3 letters of reference attesting to skill and experience in the activity

G. CPRand First Aid Certification: A licensee shall ensure that:

1

2.

Direct care staff are certified in pediatric cardiopulmonary resuscitation (CPR) and in first aid by the American Red
Cross, the American Heart Association, or the Arizona Chapter of the National Safety Council within 3 months of
being hired and before caring alone for children in care.

At least 1 staff member per shift, per facility is currently certified in CPR and first aid.

H. Multiple Functions: A licensee may alow 1 person to perform multiple functions or fill more than 1 position so long as:

1.
2.

The person performing multiple functionsis qualified for the jobs held; and
The licensee does hot violate the requirements of this Article, including R6-5-7437 governing staff-child ratios.

I. Exclusions: The educational requirements set forth in this Section do not apply to persons employed with alicensee on the
effective date of this Article. These requirements do apply to:

1. Persons hired as employees after the effective date of this Article; and
2. Personswho:
a. Areemployed with alicensee on the effective date of this Article;
b. Subsequently separate from that employment; and
c. Later seek employment with the same or a different licensee.
R6-5-7433. Orientation and Training for Saff

A. A licensee shall have awritten plan for orientation and training of all staff. The plan shall include a method for the lic-
ensee to evaluate whether the person has actually learned the information that was the subject of orientation or training.

B. All staff shall receiveinitial orientation and training before assignment to solo supervision of children. Theinitial orienta-
tion and training shall include:

1
2.

7.

8.

Acquainting staff with the licensee’s philosophy, organization, program practices, and goals;

Familiarizing staff with the licensee’s policies and procedures, including those on confidentiality, client and family
rights, grievances, emergencies and evacuations, behavior management, preventing and reporting child maltreatment,
record-keeping, medications, infection control, and treatment philosophy;

Training staff in cardiopulmonary resuscitation (CPR) and first aid according to American Red Cross guidelines as
prescribed in R6-5-7432(&F);

Training staff to do the initial health screening prescribed in R6-5-7438(E)(9); the licensee shall have a licensed med-
ical practitioner provide this training.

Training staff in de-escalation and any physical restraint practices used at the facility by an instructor approved by the
Department

Familiarizing staff with the specific child care responsibilities outlined in the person’s job description;

Training staff to recognize expected responses to and side effects of medications commonly prescribed for children in
care; and

Training staff in the licensee’s emergency admissions process if applicable to the licensee’s services.

C. The licensee’s training plan for ongoing training shall satisfy the requirements of this subsection.

1.
2.
3.

A full-time support staff member shall receive at least 4 hours of annual training.

A full-time direct care staff member shall receive at least 24 hours of annual training.
The training shall cover matters related to the person’s job responsibilities, and at least the following subjects, as
appropriate to the characteristics of the children in care at the facility:

Child management techniques;

Discipline, crisis intervention, and behavior management techniques;

A review of the licensee’s policies;

Health care issues and procedures;

Maintenance of current certification in CPR and first aid;

Attachment and separation issues for children and families;

Sensitivity towards and skills related to cultural and ethnic differences;
Self-awareness, values, and professional ethics; and

Children’s need for permanency and how the agency works to fulfill this need.

TST@Tmeoo T
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R6-5-7437. Saff Coverage;, Saff-child Ratios
A. A licensee shall have awritten plan to ensure that children are safeguarded. The written plan shall describe deseribingthe
staffing for each facility, for 24 hours per day, 7 days per week. The staffing plan shall explain:
1. How staff coverageis assured:
a.  When assigned staff are absent due to illness, vacation, or other leaves of absence; and
b. During emergencies when only 1 staff member is on duty; and
2. The methods the licensee uses to assure adequate communication and support among staff to provide continuity of
services to children.
B. A licensee shall also have awritten staffing schedule for each facility shift; the schedule shall document the staff actually
on duty during each shift. The licensee shall retain the schedules in 1 designated location for at least 2 years.
C. A licensee shall have at least the paid staff to child ratios prescribed in this subsection.
1. Agel2and above:
a. Atleast 1 paid staff member for each 10 children when children are under the licensee’s direct supervision and
awake.
b. During sleep hours, at least 1 paid staff member in each building where children in care are sleeping.
2. Age 6 through 11:
a. At least 1 paid staff member for each 8 children when children are under the licensee’s direct supervision and
awake.
b. During sleep hours, at least 1 paid staff member in each building where children in care are sleeping.
3. Age 3 through 5:
a. At least 1 paid staff member for each 6 children when children are under the licensee’s direct supervision and
awake.
b. Atleast 1 paid staff member in each building where children in care are sleeping.
4. Under age 3:
a. At least 1 paid staff member for each 5 children when children are under the licensee’s direct supervision and
awake.
b. Atleast 1 paid staff member for each 6 children when children are sleeping.
5. Nonambulatory children, under age 6: At least 1 pald staff member for each 4 children at all times.
D. For the purpose of the paid staff-child ratios set forth in subsection (C) above,
1. Students and volunteers do not count as staff;
2. A child who is not in care but who lives at the facility is counted as a child; and
3. Any paid staff member counted in the ratio must be someone who is qualified to provide direct child care as pre-
scribed in R6-5-7432(E).
E. Alicensee shall not fall below the minimum paid staff-child ratios specified in subsection (C), and shall, notwithstanding
those ratios, have paid staff:
1. Sufficient to care for children as prescribed in this Article and in the licensee’s own program description, statement of
purpose, and policies;
2. Which take into account the following factors:
a. The ages, capabilities, developmental levels, and service plans of the children in care;
b. The time of day and the size and nature of the facility; and
c. The facility’s history and the frequency and severity of unusual incidents, including runaways, sexual acting-out
behavior, disciplinary problems, and injuries.
F. A licensee shall have sufficient numbers of qualified staff to perform the fiscal, clerical, food service, housekeeping, and
maintenance functions prescribed in this Article and in the licensee’s own policies.
G. Alicensee shall make a good faith effort to employ staff who reflect the cultural and ethnic characteristics of the children
in care.

R6-5-7446. Nutrition, Menus, and Food Service

A. Alicensee shall have a written, dated menu of planned meals. The menu shall be available at the facility at least 1 week
before meals are served. The licensee shall post the weekly menu in the dining area or in a location where children may
review it. The licensee shall keep a copy of the menu and any menu substitutions on file for 1 year.

B. The licensee shall prepare and serve meals in compliance with the written, dated menus.

C.B-A registered nutritionist or dietitian shall either prepare or approve the licensee’s menus. The licensee shall maintain a
record of any approvals for 1 year, and keep the record in a central location at the agency or facility.

D.€-A licensee shall develop and follaavspecialized menu for a child with special nutritional needs. The licensee shall make
special menus available to nutritional staff, but shall not post special menus in an area which is readily seen by other chil-
dren in care.

E.B-Menus shall reflect the religious, ethnic, and cultural differences of children in care.

E.E=-When developmentally appropriate, a licensee shall allow children to make menu suggestions.
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G.=A licensee shall provide each child with at least 3 meals daily, with no more than 14 hours between the evening and morn-
ing meals. Between meal snacks shall not replace regular meals.

H.G:A licensee shall provide meal portions that are consistent with each child’s caloric needs.

L.H=A licensee shall serve children meals that are substantially the same as those served to staff unless special dietary need
require differences in diet.

J.& A licensee shall allow children to eat at a reasonable rate; unless otherwise prescribed in agency policy, staff shall encour-
age social interaction and conversation during meals.

K. FA licensee shall have potable water available at all times.

L &=Staff shall directly supervise children involved in food preparation.

R6-5-7452. Medical and Health Care
A. General health care.

1. Alicensee shall have a written plan for meeting the preventive, routine, and emergency physical and mental health
needs of children in care. The plan shall identify where and from whom children at a facility may obtain qualified
health care, 24-hours per day, 7 days per week.

2. Alicensee shall ensure that children in care receive:

a. Preventive health services, including routine medical examinations and dental cleanings and examinations; and
b. The following health services, if necessary:

i. Evaluation and diagnosis,

ii. Treatment, and

ii. Consultation.

3. Alicensee shall ensure that a child in care receives a developmentally appropriate explanation of any health treatment
the child receives, in a language and manner the child can understand.

4. A licensee shall not ignore a child’'s complaints of pain or illness and shall document persistent complaints and any
actions taken in response to the complaints.

B. Medical care.

1. Alicensee shall arrange for a physician, physician’s assistant, or nurse practitioner to give a child a medical examina-
tion within 1 week of the child’s admission unless:

a. Alicensed medical practitioner examined the child within the 45 days preceding the child’s admission; and
b. The licensee has a report of the examination as prescribed in R6-5-7438(E)(4)(a).

2. Alicensee shall also arrange for a child in care to receive an annual medical exam from a physician, physician’s assis-
tant, or nurse practitioner.

3. The initial and annual medical examinations shall include:

a. Screening for communicable disease unless restricted by law;

b. Vision and hearing screening; and

c. For children who wish to participate in sports or physically strenuous activities such as backpacking, an evalua-
tion of the child’s capacity to participate.

4. A licensee shall obtain a report of the examination, and, if applicable, a statement signed by the medical practitioner
conducting the examination, or the practitioner’s designee, regarding the child’s capacity, fithess, and clearance to
participate in sports or physically strenuous activities.

5. After attempting to determine a child’s immunization history, a licensee shall arrange for the child to receive any rou-
tine immunizations and booster shots within 30 days of admission.

C. Dental care.

1. Alicensee shall arrange for each child to have a dental examination within 60 days of admission unless the licensee is
provided the written results of a dental examination conducted within 6 months prior to admission.

2. Alicensee shall arrange for each child age 3 and older to receive a dental examination éveonttid, or more
frequently as recommended by a person licensed as a Doctor of Dental Science (DDS)

3. In cooperation with the placing agency or person, a licensee shall arrange for a child to receive any prescribed dental
care.

D. First aid. A licensee shall equip the residence of each living unit with at least the following first aid supplies:
Adhesive strip bandages;

Sterile, individually wrapped gauze squares;

Roller gauze;

Adhesive tape;

Individually wrapped non-stick sterile pads;

A triangular bandage to be used for a sling;

Disposable latex gloves;

A pair of scissors;

A pair of tweezers; and
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10. A cardiopulmonary resuscitation mouth guard or mouth shield.

R6-5-7459. Building Interior

A.

B.
C.

T om

A licensee shall ensure that a facility’s physical plant can structurally accommodate the physical and program needs of all
children in care according to the standards prescribed in this Article and the licensee’s own program description.
The licensee shall keep a facility clean and sanitary.
The licensee shall have and maintain furnishings as prescribed in this subsection.
1. All living areas shall have furniture designed to suit the size and capabilities of the children in care.
2. Alicensee shall replace or repair broken, dilapidated, or defective furnishings and equipment.
3. Alicensee shall have mirrors in the facility to permit children in care to examine their personal appearance.
4. Alicensee shall secure the mirrors to walls at heights convenient to the children in care.
A licensee shall ensure that all spaces used by children have outside ventilation from a window, louvers, air conditioning,
or other mechanical equipment. A window or door used for outside ventilation shall have a screen.
A licensee shall maintain a facility’s residential environment at temperatures which do not:
1. Exceed 85°F,,
2. Fall below 65° F. during daylight hours, or
3. Fall below 60° F. during sleeping hours.
A licensee shall use thermometers scaled at no more than 2 degree increments to determine temperature.
A licensee shall not use free-standing stoves which use wood, sawdust, coal, or pellets, or portable heaters as the primary
source of heat for a residential area.
A licensee shall safeguard hot water radiators or steam radiators and pipes or any other heating device capable of causing
a burn.
A licensee shall maintain and use all electrical equipment, wiring, cords, switches, sockets, and outlets in good working
order, under safe conditions, in accordance with the manufacturer’s recommendations, and as prescribed in this subsec-
tion.
1. Electrical outlets in areas accessible to children younger than 6 shall have safety plugs or plates.
2. The licensee shall not:
a. Use extension cords exceeding 7 feet in length,
b. Allow extension cords to be connected together to extend their length, or
c. Allow extension cords to run across or through a room or to pass from 1 room into another.
A licensee shall provide illumination félfsminate a facility’s rooms, corridors, and stairways so that children and per-
sonnel can perform activities and tasks safely and without eye stagigh-at-the fellowing-minimum-lighting-intensities;
1. Atleasti5feotecandlesinliving-and-sleepingareas,
2. Atleast30footcandlesin-study-areas; and
3. Atleast30footcandlesinfood preparation-areas.
A licensee shall illuminate a facility’s outdoor walkways and premises so that children and personnel using areas at night
can perform activities and tasks safely.
A licensee housing more than 10 children shall install and maintain emergency lighting systems in children’s living quar-
ters.
1. In this subsection, “emergency lighting system” means a battery or generator operated system that:
a. Automatically activates if electrical power fails; and
b. Provides sufficient light for persons to exit safely in an emergency.
2. If a licensee provides written documentation showing that a facility’s emergency lighting system meets applicable
city or county building codes for such systems, the system is presumed adequate to satisfy this subsection.

R6-5-7461. Sleeping Areas and Furnishings

A.

A licensee shall provide each child in care with a designated area for rest and sleep as prescribed in this Section.
1. Alicensee shall not use mobile dwellings, trailers, or vehicles as sleeping quarters.
2. The licensee shall provide children in care with bedroom space that:
a. Has adirect source of natural light;
b. Has a window that:
i. Opens to the outside without a grill or other impediment to immediate, emergency exit;
ii. Can be easily opened from the inside;
iii. Measures at least 22 inches on each side; and
iv. Has a bottom sill that is no more than 48 inches from the floor; and
c. lIsatleast:
i. A 74 square foot floor area for a single occupant;
ii. A 50 square foot floor area for each occupant in a multiple sleeping area; or
iii. A 40 square foot floor area for each crib.
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The licensee shall provide each child in care with a bed that:

a. Is proportional to the child’s height,

b. Is atleast 30 inches wide,

c. Has a solidly constructed bed frame, and

d. Has safety railings if developmentally appropriate for the child using the bed.

If a licensee uses a bunk bed, the bed shall be limited to a double bunk, and shall have sufficient head room to allow

the upper occupant to sit up.

A licensee shall use only cribs that have:

a. Bars or slats no more than 2 3/8 inches apart;

b. A mattress that fits snugly into the crib frame so that there is no space between the mattress and frame; and

c. No openings through which a child could place his or her head.

A licensee shall provide sheets, pillow cases, and blankets for each child and shall maintain bedding in good repair,

without tears or stains.

a. The licensee shall ensure that sheets and pillowcases are washed at least weekly and more frequently if neces-
sary.

b. The licensee shall use water resistant bedding when necessary.

A licensee shall provide each child with a dresser or other storage space adequate to contain the child’s belongings

and a designated space for hanging clothing in or near the child’s bedroom.

B. The square footage area prescribed in subsection (A)(2)(c) is presumed adequate. If a licensee operates a barracks typ
facility which does not meet these square footage requirements, the licensee shall present a written plan showing how the
licensee’s square footage provides enough space for sleeping, rest, study, recreation, ingress, and egress in an emergenc
The Licensing Authority shall review and approve the plan if it is consistent with the licensee’s described program and
does not pose a risk of harm to children in care.

C. Alicensee shall not have bedroom doors that can be locked

NOTICE OF PROPOSED RULEMAKING

TITLE 20. COMMERCE, BANKING, AND INSURANCE

CHAPTER 4. BANKING DEPARTMENT

PREAMBLE
1. Sections Affected Rulemaking Action
R20-4-801 Amend
R20-4-804 Repeal
R20-4-805 Amend
R20-4-806 Amend
R20-4-807 Amend
R20-4-808 Amend
R20-4-809 Amend
R20-4-810 Amend
R20-4-811 Amend
R20-4-812 Amend
R20-4-813 Amend
R20-4-814 Amend
R20-4-815 Amend
R20-4-816 Amend
Appendix A Repeal
Appendix B Repeal

2. The specific authority for the rulemaking, including both the authorizing statute (general) and the statutes the

rules areimplementing (specific):

Authorizing statute: A.R.S. §123

Implementing statute: A.R.S. § 6-851, 6-856, 6-859, 6-861, 6-862, 6-863, 6-865,
6-870.02, and 6-871
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3. Alist of all previousnotices appearing in the Register addressing the proposed rule:
Notice of Docket Opening, 4 A.A.R. 4044, December 4, 1998

Notice of Docket Opening, 6 A.A.R. 717, February 18, 2000

4. Thename and address of agency personnel with whom persons may communicate regarding the rulemaking:

Name: John P. Hudock, Esg.

Address: 2910 North 44th Street, Suite 310, Phoenix, AZ 85018
Telephone Number: (602) 255-4421, ext. 167

Fax Number: (602) 381-1225

E-mail: jhudock@azbanking.com

5. An explanation of the rule, including the agency’s reasons for initiating the rule:
These rules regulate banks with trust powers, and also private trust companies. The agency revised these rulesto rec-
oncile them with statutory changes made in Laws 1996, Ch. 204, 88 2-10 and 12, to improve the writing, to use “plain
English” as much as possible, and to conform to modern rule writing standards.

R20-4-801 has been amended to eliminate restatement of statutory definitions. One definition, of “Managing Agent”,
has been removed from the amended rule because that term is no longer used in the new rules. Finally, the rule is
amended to add definitions of “Governing instrument”, “Investment responsibility”, “Licensee”, “Trust asset”, “Trust
funds” and “Trustor”.

R20-4-804 is repealed because capital requirements are now specified in A.R.S. § 6-856.

R20-4-805(A) is removed because its subject matter is now contained in A.R.S. § 6-859. The remainder of this rule is
amended and revised to remove references to Appendices repealed by this rulemaking, to remove passive construc-
tions, and to modernize statutory references.

R20-4-806 is amended to include the right to use computer record keeping systems, and to more precisely define and
describe required records. Other amendments remove passive constructions, and revise and clarify the retention
period for required records.

R20-4-807 is amended to make editorial changes intended to clarify the rule.

R20-4-808 is amended to remove certain bonding requirements now contained in A.R.S.
§ 6-859, and to streamline, modernize, clarify, and renumber the remainder of the rule’s provisions.

R20-4-809 is amended to more particularly define the required statement frequency. The new requirement of quar-
terly statements is more precise than the previous rule, and matches the requirements of the federal regulations.

R20-4-810 is amended to remove subsection (B), now addressed in A.R.S. § 6-862, and to clarify and renumber the
remaining provisions of the rule.

R20-4-811 is amended to clarify the rule by, among other changes, adding modern statutory citations.
R20-4-812 is amended by completely rewriting the rule in “plain English” to clarify its requirements.
R20-4-813 is amended by certain editorial changes to recast the rule in “plain English”.

R20-4-814 is amended by certain editorial changes to recast the rule in “plain English”.

R20-4-815 is amended by certain editorial changes to modernize some of its provisions, to make its reference to other
sections consistent with this revision, to recast the rule in “plain English”, and to remove the term “settlor” as an
unnecessary and undefined legalism.

R20-4-816 is amended and clarified by certain editorial changes to modernize some of its provisions, and to recast the
rule in gender-neutral “plain English”.

6. A referenceto any study that the agency proposesto rely on in its evaluation of or justification for the proposed

rule and wherethe public may obtain or review the study, all data underlying each study, any analysis of the study;,
and other supporting material:
The Department does not propose to rely on any study as an evaluator or justification for the proposed rule.
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7. A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a
previous grant of authority of a political subdivision of this state:
Not applicable

8. Thepreliminary summary of the economic, small business, and consumer impact:
A. The Banking Department

The rules will have marginal, but important, effects on this agency’s income and expenses. The Department expects
the revised rules’ enhanced clarity will allow easier communication with licensees and promote improved compli-
ance.

B. Other Public Agencies
The State will incur normal publishing costs incident to rulemaking.
C. Private Persons and Businesses Directly Affected

Costs of services will not increase to any measurable degree. Nor should these revisions increase any licensee’s cost
of doing business in compliance with these rules.

D. Consumers

No measurable effect on consumers is expected.

E. Private and Public Employment

There is no measurable effect on private and public employment.
F. State Revenues

This rulemaking will not change State revenues.

9. The name and address of agency personnel with whom persons may communicate regarding the accuracy of the
economic, small business, and consumer impact statement:
Name: John P. Hudock, Esq.
Address: 2910 North 44th Street, Suite 310, Phoenix, Arizona 85018
Telephone: (602) 255-4421, extension 167
Fax Number: (602) 381-1225
E-mail: jhudock@azbanking.com

10. The time, place, and nature of the proceedings for the making, amendment, or repeal of the rule or, if no
proceeding is scheduled, where, when, and how persons may request an oral proceeding on the proposed rule:

No oral proceedings are scheduled. The department will schedule an oral proceeding on the proposed rule if it
receives a written request for a proceeding within 30 days after the publication date of this notice, under the provi-
sions of A.R.S. § 41-1023(C). Send requests to the department personnel listed in this preamble’s questions 4 and 9.
The department invites and will accept written comments on the proposed rule or the preliminary economic, small
business, and consumer impact statement. Submit comments during regular business hours, at the address listed ir
this preamble’s question 9, until the close of the record for this proposed rulemaking. The record will close on the
31st day following publication of this notice, unless the department schedules an oral proceeding.

11. Any other matters prescribed by statutethat are applicable to the specific agency or to any specific rule or class of
rules
Not applicable

12. Incorporationsby reference and their location in therules:
There is no material incorporated by reference in these rules.

13. Thefull text of the rulesfollows:

TITLE 20. COMMERCE, BANKING AND INSURANCE

CHAPTER 4. BANKING DEPARTMENT
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ARTICLE 8. TRUST COMPANIES

Section

R20-4-801. Definitions

R20-4-804. Capital-ReguirementsRepeal

R20-4-805. Reports

R20-4-806. Records

R20-4-807. Unsafe or Unsound Condition

R20-4-808. Administration of Fiduciary Powers

R20-4-809. Fiduciary Duties

R20-4-810. Funds Awaiting Investment or Distribution

R20-4-811. Investment of Funds Held as Fiduciary

R20-4-812. Self Dealing

R20-4-813. Custody of Investments

R20-4-814. Compensation

R20-4-815. Collective Investments

R20-4-816. Termination of Fiduciary Power and Duties
App—A-  ApnhualTFrust-Cempany-RepertRepealed
App—B:-  Annud-Repert-of FrustAssetsRepealed

TITLE 20. COMMERCE, BANKING, AND INSURANCE

CHAPTER 4. BANKING DEPARTMENT
ARTICLE 8. TRUST COMPANIES

R20-4-801. Definitions
In this Article, unless the context otherwise requires:

1. “Account” er—ﬁdueiary—aeeeunmeans the trust, estate,afrother fiduciary relationship-which-has-besstablished

with the trust company (as defined in this Sectnn’ri)ank (as defmed in this Sectlon)
“Afﬂllate” has the meamnq stated at A.R.S. § 6-80¢

3. “Bank" means a Ilcensee under both A R S.§ 6 201 et seq., and Art|cle 2 of th|s Ghajtbat possesses a bank-
mg permit_authorizingssued-by-the-Superintendent,-which-autherizad engage in trust business as defined at
A.R.S. § 6-85l
4. “Certificate” has the meaning stated at A.R.S. § 6-8&dans—a-certificateofautherity to-engage-intrust-business
issued-under-theprovisions-of Article-1,-Chapter 8, Fitle 6;-A.R.S.
5. “F|dUC|ary” has the meaning stated at A. R S. 8§ 6- %éans—a—gua#dtan—eenseaatet—tmstee—seeuﬂtles—eustodlan

6. Governlnq |nstrument means a document and aII |ts ooeratlve amendments WhICh
a. Creates a trust and regulates the trustee’s conduct, or
b. Creates an agency relationship between the licensee and a client, or

C. Othenmse evidences a f|du0|arv relatlonshID between the licensee and a client.

ation of an

7. ‘“Investment responsibility” means full and unrestricted discretion to make investments of trust funds without direc-
tion from anyone as to any matter, including the terms of the trade or the identity of the broker.

8. “Licensee” means and includes a bank, as defined in th|s sectlon and a trust company, as defined in '[hIS section.

97 “Person”_has the meaning stated in A.R.S. 8§ 1-24&

firm,
asseetatten—et—seetety
108  “Superintendent” has the meaning stated at A.R.S. § 6r8&ans-the-Arizena-superintendent-ef-banks.
11. “Trust asset” means any property or property right held by a licensee for the benefit of another.

129 “Trust busmess" has the meanlnq stated at ARS. § 6#85&ns—the—held+ng—eut—by—a—persen—te—the—publ|c at

3 Ree m-the -the-regy of-hi busmess
13106. “Trust company” has the meaning stated at A R. S § MHS—a—eereFatlen—hetdmg—a—eemﬁeate—rssued—under
-S.
14. “Trust funds” means anv monev held by a licensee for the benefit of another.
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15. “Trustor” means a person who creates, or funds a trust, or both.

R20-4-804. Cap|taJ Reqwrements

ompany’'s

empany'’s liabil-
he company.

agents and

he-capital of a
ueh deposns

ness-of the-trust-company.

A.BWithin 90 days following eackhe 31st of Decembepf-each-yearach_licensetrust-company-and-barghall file an
annual report of trust assets with the Superintendent on the form prescribed by the Superithenigemt-setforth-in

The annual report shall include all triasisets held by the licensweestcempany-erbank-as a

fidueiary as of the 31st of Decemband-such-assethall state assetsiad-stated-rwurrent market value. THe-addition
thereport shall alsédentify and briefly describe all transactions conducted in the report period thegalaed by sub-
sections (E), (F), and (G) of SectiB¥20-4-812-which-have-takenplace-duringthe-fiscal year

B.G:Each license&rust-companyshall deliverile-with a copy of each annual report and certificate of disclosuret8uper-
intendent within 10 days of filing each report or certificate at the Arizona Corporation Commission. A report or certificate
covered by this subsectlon is one filed under the authonbpprbs—e#&”—anmﬂ—repeﬁs—m%d—eemﬂea%es—e#dﬁelesures

ALR.S. 88§ _10-2020-1250r and 10-1622 10-128 A copy

delivered to the Superintendent, as required in this subsection, shall be date stamped by the Arizona Corporation Commis-

sion to conflrm the actual flllnq dat&speeWeW—wmeheee}ess#ﬁ#mmeate%hedate%heeHgmakwaMbdheew

erporation

C.B-Each_licensed¢rust-companyshall notify the Superintendent of any change in the directors or officers of the company
within 10 tendays of thesuehchange. Any licenseust-companywith more than 25 officers may, after obtainiwgh
the Superintendentsrier written approvat-efthe-Superintendelimit the officers covered by this subsection to those
with havirg-asubstantial involvement in the licenseerporate operations-ef-the-compamyin the_licensee’'sem-
pany'strust business iith this state.

R20-4-806. Records

A. A licensee may use a computer record keeping system if the licensee gives the Superintendent advanced written notice
that it intends to do so. Except for records required by subsections R20-4-806(B)(1)(a) or R20-4-806(B)(1)(b), the depart-
ment shall not require a licensee to keep a written copy of its records if the licensee can generate all information required
by this Section in a timely manner for examination or other purposes. A licensee may add, delete, modify, or customize an
approved computer record keeping system’s hardware or software components. When requested, or in response to a writ-
ten notice of an examination, a licensee shall report to the Superintendent any alteration in the approved computer record
keeping system’s fundamental character, medium, or function if the alteration changes any approved computer system
back to a paper-based system.

B.A-All licenseestrust-companieshall keep-and-maintalbooks, accounts, and other records adequate to precidarsand
readily understandable eviderreeerdof all business conducted by the licensest-companyincluding;but-rotlimited
te, the following:
1. A file Filesfor each account that includesich

a. shalHneludeThe original of the governing instrument,
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b. Theoriginals of all contracts and other legal documents,

c. Copieseopies of al correspondenceeenecerningthe-aceount,

d. Accounting aceednting records disclosing all the account'dinancial transactions-eencerning-the-acepant

A alisting of alltrustthe account’aissets and liabilities-ef the-aceount;

2. An investmen®-collateralfile for each account, containing-the-eriginalsaifdocumentary evidence dbeuments
evideneinrgthe account'sissets-ef-the-accourt licensee may hold a paper copy of the original documents in the
investment file, together with written evidence of custody or receipt by an authorized holder, if an authorized third

Dartv holds the orlqlnal documentarv ewden@ep+es—e#eueh—dea*ments—ma+be—mmnta+ned—m—ﬂ4e—eeﬂateral file

rotherTingssfile. shall
|nclude a record of the |n|t|al and annual mvestment reviews for the account
3. TheA corporate general ledger kept current on a daily basis. This rEherderperate-genreraHedgshall identify
and segregatall financial transactions conducted by the licensee for,igistinguishing them frorathertharthose
relating to the licenseetsust-cempany'srust business;
4. Unaudited financial statemengs-described-in—ruleR20-4-805,subsection E8ch licensee shall produce these

statements quarteripat-shall-beproduced-guartedy more frequently when directed by the Superintendent. The
financial statements shall include at least:

a. A balance sheet, and
b. A statement of income, expenses, and retained earnings.
5. Adequate records of all pending litigation that nataeshichthe licenseérust-companasis a party.
C.B-Every licensedrust-eompanyshall keep its fiduciary records separate and distinct from the licensee’s corgbsate
records-efthe-trust-company
D.€-A licensee shall keep records described above in subsections (B)(1) and (B)(2) for at least 3 years after closing the
account. If litigation occurs concerning a particular account, the licensee shall keep that account’s records, described
above in subsectlons (B)(l) and (B)(Z) for 3 vears after the Ilthatlon is flnallv reséﬂ#edeerds—desen-bed—r-n—para-
3 t has been
ained for at

D I¢

R20-4-807. Unsafe or Unsound Condition
For purposes of A.R.S. §8 6-863 and 6-865 a licetisisecompanyconductds-eenductingousiness in an unsafe manner or
its affairs are in an unsound condition if it:
1. ViolatesHasvielatechny of its duties or obligations as a fiduciangluding, but not limited tothose listedsetforth
in SectionsseetiordR20-4-809 through R20-4-815;
2. ViolatesHasvielatedany state or federal requirements for operatifitlyrespect-to-the-operatiar maintaining
maintepranee-otrusts, common trust funds, or other accounts.
3. ViolatesHasvielatedany applicable laws or regulations regarding corporations;
4. Employserwhere-any-efitefficers or directors who violateave-vielatedheir corporate fiduciary duties;
5.4 ViolatesHasvielatedcany federal or state securities laws or regulations;
6.5: Is insolvent; or
7.6 EngageHas-engageth any conduct thathich the Superintendent determineas-determinediue to the circum-
stances present, constitutes an unsafe or unsound business m@atitien jeopardizing the_licenseefinancial
condition-ef-the-companyr the-interests—of-thstockholders'stockholderscreditors’ ereditors settlors;trustors’
trusters beneficiariesbeneficiariesor licensee’s principals’ interegisineipals-efthe-company

R20-4-808. Administration of Fiduciary Powers

A. The board of directors and the officers share resnonsmtt&yeseensrblﬁ)r the-prepeexercise of fiduciary powers by
a licensedrust-company-er-bank he board of directors is responsible fdkmatterspertinent-thereto—ineluding-the
determining policygetermination-ofpoliciesheinvesting and disposingvestment-and-dispesitiaf trust assetgprop-

erty-heldinafiduciary-capacitgnd-thedirecting and reviewingirection-anrd+review-ahe actions of all directorsffic-
ers,-employeesand committees of the boauthized-by-the-trust-company-er-bank-in-the-exereise-dhis exercise the

fiduciary powers;-are-theresponsibility-ef the-beard-of direciidie board of directors may delegate the necessary power

and authority to perform the licensee’s duties as a fiduciary to selected directors, officers, employees, or committees of the

board if the deleqat|on is consrstent with the corporate charter. The minutes of the board’s meetlnqs shall dulv reflect all
y y r-the min-

e assign, to

B. Alicensee shaII not accept a néle accoumﬁduerary—aeeeent—sha”—b&aeeepwdhout irst obtaininghe-prierboard’s
approval, or_that ofhe directors, officersgr committees thab-whemthe board may have authorizeddmsignated-the

approve new accoungerfermance-of-thatrespensibiliffhe licensee shall keepfawritten record-shal-be-madé each
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new account approval saehaeeeptane% and of the relirguishmenter closing edt of each alt account ﬁaue'raa#aeeeunts A

licensee shall conduct an asset review Wlthln 60 days after it accepts each new account if it has mvectment r&spons b|||tv
for that account. Upenthe

prempt—wef—the—aseets—shal-l—be—made The Ilcensees board shall ensure that an annual review of account assets is
conducted for anv account in WhICh the I|censee has mvestment resoonéibéﬂbeard—sha#—alse—enaﬁe—th&t—a—mgular

y-or bank has

mvestment—ncespen&bmﬂeﬁo determlne Whether to retaiwadwsabmt%oﬁetarmngr to d|spose§r|spes+ngof thesueh

assets.

a ; y or bank

b i ree or surety
3 inst the fore-
0 hey draw sal-

250,000,00016-500.000,000 1,700,600
500,000,000-16-1,000,006.000 2,500,600
1,600,000,000-t0-2,000,006,000 4,600,000
Over-2,000,000,000 6,000,000
CB.A Evepyllcenseetrust—eempany—o#bankxermsmg fiduciary powers shall udesignate-and-retaindependent legal
counsel admitted to practice in Arizona, who shall advise and inform the licenssereadilavailable-to-pass—upon

fiduciary matters and all other legal issues presetatedivisethe licensedrust-company-or-bank-and-ts-trustdepartment

by the conduct of its trust business

R20-4-8009. Fiduciary Duties
All licenseesrust-companies-and-bangisall-faithfully perform all fiduciary duties imposed upon them by law, including,
not limited to,the following:

1. Administer accounts strictly according to the governing instrumeng@ety in the account beneficiaryisterests-of

iciai et unt

2. Use reasonable care and skill to make the account productive;

3. Provide complete and accurate information, as to the nature and amount of the assetsdwidiccountheben-
eficiaries or principals-ef-each-aceount-atreasonable- tiamespermit the beneficiaries or principals or any person
duly authorized by them to inspect the account’s recesectmatter-of- the-accountand-etherdecumentsrelated to
the-aceounht any time during normal business hguf$ie information provided in compliance with this subsection
shall be deliveredt least quarterly, unless
a. Otherwise agreed to in writing by the licensee and its account’s principals, or
b. Provided in the governing instrument, or
c. A different frequency was established by a lawful course of dealing beginning before the effective date of this

rule, and
4. Comply-fally with all lawful provisions of the governing instrumetgeument
R204-810. Funds Awaiting Investment or Distribution

A. Trust fundsFundsheld-in-a-fiduciary-capaceithy a Ilcenseerust—eenfrpany—er—bankmeng investment or distribution

shall not remaidse-helduninvested or undistributed any longer than is reasonable for the acquapts management of

iting-investment or
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|5

A licensee may keep trust funds in deposit accounts maintained by the licensee, unless prohibited by law or by the govern-
ing instrument. The licensee shall set aside collateral security for all deposited trust funds, under a third party’s control.
The collateral shall be the following type of securities, in any combination:
1. Direct obligations of the United States or any agency, department, division, or administration of the federal govern-
ment; or
Any other obligations fully guaranteed by the United States government as to principal and interest; or
Obligations of a Federal Reserve Bank; or
Obligations of any state, of any political subdivision of a state, or of any public authority organized under the laws of
a state; or
5. Readily marketable securities that either:
a. Qualify as investment securities under the Investment Securities regulations of the Comptroller of the Currency,
12 CFR, Chapter 1, Part 1; or

[ [wo o

b Satlsfv state Dledqmq requwements under A.R.S. 6- 245(C)

ial or sav-
al security:

+ bi igati Hed- _ : o aranteed

2 T , i ity-organized

3. ih ities-theatalify Ay gdlation of
the-Comptrollerof-the-Currency, 12 CFR,-Chapter- 1. Part 1

CB.The securities set aside ungersuanttesubsection (BE) shall,at all times, have he-atleast-egqual imarket value no
less tharte the amount of trudtdueiary funds deposited. However, péutsueltollateralsecurity shall-robe requwed

to the extent-such-fiduciaryfunds-are-insuredhsy Federal Deposit Insurance Corporation, or its successor, insures the
deposited trust funds

R20-4-811. Investment of Trust Funds heldasfidueiary
A. Funds-held-bW licensedrustcompany-or-bank-inafiduciary-capaahall invest trust fundse-investedccording to:
1. The governing instrument, and
2. All inaceerdance-withpplicable lawdaw including A.R.S. 88 6-862, 14-7402, and 14-7601 through 14-Z&41
%h&mstrumen{restabhsm%%reﬂﬁduerary—relaﬂensh|p
d\dicensedrust-company-er-barghall make any collective invest-

ment of trust fundes—afiduciary-shall-be-madxclusively under the terms ehly-iracecordanee-witBection R20-4-
815.

R20-4-812. Self Dealing

§

acquired

igations of the
rt order or
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A licensee shall not invest trust funds in the foIIOW| ng types of DroDertv unless expressly authorlzed by the qovernl ng

A.
instrument, by applicable state or federal law, or by court order:
1. Itsown securities;
2. Other types of property acquired from the licensee;
3. Property acquired from the licensee’s directors, officers, or employees;
4, Property acquired from the licensee’s affiliates;
5. Property acquired from its affiliates’ directors, officers, or employees; or
6. Property acquired from other individuals or organizations with an interest in the licensee if that interest might affect
the licensee’s exercise of discretion to the detriment of its trust clients.
B. However, the licensee may use trust funds to purchase its own securities, or its affiliates’ securities:
1. |If the licensee has authority under subsection (A), above, and
2. Ifthose securities are offered pro rata to all stockholders of the licensee.
C. Alicensee shall not sell or loan trust property to itself, or to the following types of persons, unless expressly authorized b
the governing instrument, by applicable state or federal law, or by court order:
1. Its directors, officers, or employees;
2. lIts affiliates;
3. lIts affiliates’ directors, officers, or employees; or
4. Other individuals or organizations with an interest in the licensee if that interest might affect the licensee’s exercise of
discretion to the detriment of its trust clients.
D. However, a licensee may sell or loan trust property to persons prohibited by subsection (C), above, if either:
1. lIts counsel has advised in writing that, by holding certain property, the licensee has incurred a contingent or potential
liability for breach of fiduciary duty, and
a. The proposed sale or loan avoids the contingent or potential liability; and
b. Its board of directors authorizes the sale or loan by an action duly noted in the licensee’s minutes; and
c. lts board of directors’ action expressly authorizes reimbursement to the affected account; and
d. The affected account is reimbursed, in cash, at no loss to that account; or
2. The Superintendent requires the sale or loan to otherwise prohibited parties.
E. Alicensee may sell trust property held in one account to another of its accounts if:
1. The transaction is fair to both accounts; and
2. The transaction is not prohibited by either governing instrument, by applicable state or federal law, or by court order.
E. Alicensee may loan trust property held in one account to another of its accounts if:
1. The transaction is fair to both accounts; and
2. The transaction is not prohibited by either governing instrument, by applicable state or federal law, or by court order;
and
G. A licensee may make loans to its trust accounts, taking trust assets of the borrowing account as security for repayment, if:
1. The transaction is fair to the borrowing account; and
2. The transaction is not prohibited by the governing instrument, by applicable state or federal law, or by court order.
R20-4-813. Custody of I nvestments
A. A licensee shall keephe each account’®Bvestments-of each-aceount shal-be legparate from its owthe assetslt of
the-trust-company-er-bank-anball place each account’s asdmgplacedn the joint-eustedy-ocontrol of at leasketless
thantwo -ef theofficers or employees of the licensirast company-or-bankho-have-beedesignated in writing for that
purpose by:
1. The licensee'®oard of directors-ef-the-trust-company-or-banky
2. Oneseneor more officers authorized by the licensdsard of directors-ef-the-trust-company-erbémknake_the
suehdesignation.
B. The licensedénvestments-ef-eachfiduciaryaccoghill-beeither:
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1. KeepKept each account’s investmergsparate from all other accounts’ investmermseunrtsexcept as provided in
Section R20-4-815; or

2. Adequately identifydentified-in-the-records-of the-trust company-or-bank-asdbbk account’property-ef-the-rele-
vant-aceounin the licensee’s records

R20-4-814. Compensation
A. A licensee acting as a fiduciary may charge a reasonable fee for its services. It shall receive the fee allowed by the court
when it is acting under a court appointment. Any aqreement as to fees in the qovernrnq mstrument shaII control the fee
unless contrarv to Iaw requlatlon or_court ordiethe y

eed to by the
atien for its ser-
eceive such

B. No Ircense&rust—eempany—epbar%all permit any of |ts ofﬁcers or employees—wh#e—servmg—as sutdkeretainany
compensation for acting as a co-fiduciary with the licetsest-company-orbarik the administration of aary account
undertaken-by-it

R20-4-815. Callective I nvestments

A. All collective investments made hy licensarsst-companies-and-bansisall be_in ahrough-a-properly-establishedm-
mon trust fund established undepursuant-toA.R.S. §6-871,and maintained by the licensaest-company-orbank
exclusively for the collective investment or reinvestment of furdaeyscontributed-theretby the_licensedrust-com-
pany-or-banlactingin-its-eapaeityas a fiduciary. A licensee shall not establishrimrto-establishing aommon trust
fund;-the-trust company-or-bank-shatlless it first:

1 Pregare@reparea wr|tten pIan regardmg the common trust fund—whteh—plan—shaﬂ—beappreved—methe—Beard—of Direc-
Bwhrd

2. Obtams its board of d|rectors abbroval of the plan, ewdenced by a duly adooted resolution or the board’s unanimous
written consent.

The plan shall describe-in-detail-the-eperatiothefcommon trust fund®ned, operational detailscluding_a description

of: Fbutnetlimitedto

1. A-deseription-ofThethelicensee’dnvestment powers and investment poliey-efthe-trustcompany-ordvaniwvith
respeettall fundsmeniesdeposited in the common trust fund;

2. A-deseriptionoffhethemanner for allocating the common trust fundsome and losses-efthe-eemmen-trust-fund

3. Deseription-oftherequirements-with-respeettolthe criteria fomdmission to or withdrawal from participatipgr
tieipatienin the common trust fund; and

4. TheA-deseription-ofthe-basis-amdethod for valuing assets in the common trust fund and the frequefasysaieh
valuation.

C.B-A licensee shall advise all persaaettlors-and-beneficiaridmving_an interestterestdn its common trust funds-estab-
lished-by—a-trust-company-er-bank-shall- be-advidethe existence of theferegeimdan described in subsection (A),

above,and shall providée-prevideda copy of thesaidplan,upon request.

D.&-The annual report required under Section R20-4-8055ggtien-R20-4-805;—subsection{B)all include all common
trust funds operated by the licensee

|o0

R20-4-816. Termination of Trust or Fiduciary Power s pewer and Duneedetr-es

A. Any bank that wants to surrender its trust powess
desiresto-surrender-such-rightmll file with the Superlntendent a cert|f|ed Copy ofMgp_rmatdutmn of its board
of directors or of the board s unanlmous Wrrtten cons«gmﬂqng—sueheesrrdf after mvesthatron the Supermtendent
concludes
bank has no remalnlrlgeenerseharged—tremalduuary dut|es the Superrntendent will notlfv the bank thethitch-it
has-undertakenhe-shallamend-the bank's-permitto-provide-thabilasger_has authoritgutherizedo exercise trust
fidueiary powers.

B.€-Any trust company that wantghich-desiredo surrender its rights and obligations as a fiduciary and remove itself from
the _Superintendentsupervision-ef the-Superintendesttall file with the Superintendent a certified copy of the appropri-
ateresolution of its board of directors or of the board s unammous Wr|tten cosmwmg—sueheeswdf after inves-
tigation, the Suberrntendent concludgs pvestigation
and-f-heis satisfieedetermine evokihd tzhhmltrust com-
pany has—beeﬂ—d+seharged—fremmjlfurtherfldumary dutles—whteh—rt—has—prevleusty—underta,kére Superintendent will

notify the trust company thathe-shalHssue-a-certificate-to-such-trust-company-certifying-thatdtlenger has authority
adtherizedo exercise fiduciary powers.

C.B-Any trust company that wantghich-desirego surrender its certificate of authority to conduct trust business shall file
with the Superintendent a certified copy of the appropriate resolution of its board of directors or of the board’s unanimous
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written consent .sigrifying-sueh-desire. Upon receipt of the sueh-resolution or consent, the Superintendent shall cancel the

trust company’s certificate of authority and the trust company shall not thereafter -aceept-aduitioalst accounts
trust-business

Any licensee that surrenders its powers, rights, obligations, or certificate under this Section or that has them cancelled,
suspended, or revoked shall continue to be requlated under A.R.S. 8§ 6-864 and this Article until it winds up its affairs. No
action under this Section impairs any liability or cause of action, existing or incurred, against any licensee or its stock-
holders, directors, or officers.

Fhe-factthat-atrust company's—certificate-ofautherity - has-been-surrepdatbdancelledor has-been-suspended or

elieve the trust
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ARRPENBEAANNUALTRUSFCOMPANY-RERORTFRepealed
ANNUAL TRUST COMPANY REPORT

NAME ..ottt s
ADDRESS.....coiiiiiiiit e FOR THE YEAR ENDING: December 31 /19

BALANCE SHEET ASSETS Sch. |tem Col. Mil. Th(ﬁ
1 Cash C 6 / 1
2. U.S. Treasury securities B 1 E / 2
3. Obligations of other U.S. Gov't agencies & corps B 2 E / 3
4. Obligations of States & political subdivisions B 3 E / 4
5. Other bonds, notes, and debentures E / 5
6. Corporate stock 4 / 6
7. Trading account securities 7
8. a. Loans, Total (excluding unearned income) A 9 / 8a

b. Less: Reserve for possible loan losses / b

c. Loans, Net c
9. Direct lease financing 9
10. Premises, furn. & fixt. & other assets representing premises 10
11. Real estate owned other than premises 11
12. Investments in unconsolidated subsidiaries & associated companies 12
13. Other assets D 7 13
14. TOTAL ASSETS (sum of items 1 thru 13) 14

LIABILITIES Sch Cal.
15. Accounts payable 15
16. Current portion of long term debt 16
17. Accrued Taxes 17
18. Accrued interest 18
19. Other current liabilities 19
20. TOTAL CURRENT LIABILITIES 20
21. Other liabilities for borrowed money 21
22. Mortgage indebtedness 22
23. Other liabilities E 9 23
24. Subordinated notes and debentures 24
25. TOTAL LIABILITIES (sum of items 15 thru 24) 25
EQUITY CAPI -
26. Preferred stock a. No. shares odtstanding (Par value) 26
27. Common stock a. No. shares/Authorized
b. No. shares/6utstanding (Par value) 27

28. Surplus 28
29. Undivided profits 29
30. Reserve for contingencies & othgr capital reserves 30
31. TOTAL EQUITY CAPITAL (suiA of items 26 thru 30) 31
32. TOTAL LIABILITIES & EQUIXY CAPITAL (sum of items 25 and 31) 32

(Name & title of offi€er authorized to sign report)
do solemnly swear that tfis report of condition (including the information on the reverse side hereof) is true and toerbesttof my
knowledge and belief.

(Signature of officer authorized to sign report)
Stateof ...... ... . Countyof ......... ... ..o

Sworn to and subscribed before me this ....... dayof.............. L1900 ..
and | hereby certify that | am not an officer or director of this trust company.
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Real estate loans
Commercia and industrial loans

Loans to affiliates or subsidiaries
All other loans

Loss: Unearned income on loans

CoONOUR~WDNE

Total loans, Gross (sum of items 1 thru 6)

Loansto officers, directors and employees

Loans for purchasing or carrying securities (secured and unsecured)

Total loans (excluding unearned income) (must equal Assets, item 8a)

SCHEDULE B -- SECURITIES -- DISTRIBUTION BY REMAINING MATURITY (Book Value) /

Investment Securities
(Items correspond to Assets,
Items 2, 3, 4 and 5)

A.
lyear &
less

B.
Over 1 thru
Syears

C.
Over 5 thru
10 years

D.
Over 10
years

Tofal

agrwNE

U.S. Treasury Securities

/

/

Other U.S. Gov't agency & corp.
States & political subdiv’s

/

Other bonds, notes, & deb’s

Total

/

GabhwWNPE

SCHEDULE C -- CASH

/

ok whE

Cash items in process of collection
Demand deposit balances

Time and savings deposit balances
Currency and coin

Overdraft Reserve

Total (must equal Assets, item 1)

OO WNBE

SCHEDULE D -- OTHER ASSETS

ok whE

Securities borrowed

Due from affiliates or subsidiaries, Net
Income earned or accrued but not collected
Prepaid expenses

Cash items not in process of collection
All other (itemize amounts over 25% of j

OB WNBE

ONooh~wDE

O~NO U WNE
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ARRENDB-ANNUAL RERORTOFFRUSFASSEFSREPEAL ED

be omitted.

us” (14)’.
15).
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	Unless exempted by A.R.S. § 41-1005, each agency shall begin the rulemaking process by first subm...
	Under the Administrative Procedure Act (A.R.S. § 41-1001 et seq.), an agency must allow at least ...

	NOTICE OF PROPOSED RULEMAKING
	TITLE 6. ECONOMIC SECURITY
	CHAPTER 5. DEPARTMENT OF ECONOMIC SECURITY SOCIAL SERVICES
	PREAMBLE
	1. Sections Affected: Rulemaking Action:
	R6-5-7411 Amend R6-5-7432 Amend R6-5-7433 Amend R6-5-7437 Amend R6-5-7446 Amend R6-5-7452 Amend R...

	2. The specific authority for rulemaking, including both the authorizing statute (general) and th...
	Authorizing Statutes: A.R.S. §§ 8-503(A)(4)(b), 41-1003, 41-1954(A)(3), 41-1967(I), and 46-134(A)...
	Implementing Statutes: A.R.S. §§ 8-506, 8-509, 41-1967(D) and (E), and 46-134(A)(2)(b)
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	Notice of Rulemaking Docket Opening: 5 A.A.R. 396, January 29, 1999

	4. The name and address of the agency personnel with whom persons may communicate regarding the r...
	Name: Beth Broeker
	Address: P.O. Box 6123, Site Code 050A, Phoenix, AZ 85005 or 1789 West Jefferson, Site Code 050, ...
	Telephone: (602) 542-6555
	Fax Number: (602) 542-6000
	E-mail: bbroeker@mail.de.state.az.us

	5. An explanation of the rule, including the agency’s reasons for initiating the rule:
	This rulemaking package arises out of a request from the Governor’s Regulatory Review Council (G....

	6. A reference to any study that the agency relied on in its evaluation of or justification for t...
	None

	7. A showing of good cause why the rule is necessary to promote a statewide interest if the rule ...
	Not applicable

	8. The preliminary summary of the economic, small business, and consumer impact.
	This rulemaking effort will not impose any significant costs on any person or group, other than t...

	9. The name and address of agency personnel with whom persons may communicate regarding the accur...
	Name: Beth Broeker
	Address: P.O. Box 6123, Site Code 050A, Phoenix, AZ 85005 or 1789 West Jefferson, Site Code 050, ...
	Telephone: (602) 542-6555
	Fax Number: (602) 542-6000
	E-mail: bbroeker@mail.de.state.az.us

	10. The time, place, and nature of the proceedings for the making, amendment, or repeal of the ru...
	The Department does not plan to conduct hearings on these amendments unless a written request for...

	11. Any other matters prescribed by statute that are applicable to the specific agency or to any ...
	Not applicable

	12. Incorporations by reference and their location in the rules:
	None

	13. The full text of the rules follows:
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	NOTICE OF PROPOSED RULEMAKING

	TITLE 20. COMMERCE, BANKING, AND INSURANCE
	CHAPTER 4. BANKING DEPARTMENT
	PREAMBLE
	1. Sections Affected Rulemaking Action
	R20-4-801 Amend R20-4-804 Repeal R20-4-805 Amend R20-4-806 Amend R20-4-807 Amend R20-4-808 Amend ...

	2. The specific authority for the rulemaking, including both the authorizing statute (general) an...
	Authorizing statute: A.R.S. § 6-123
	Implementing statute: A.R.S. § 6-851, 6-856, 6-859, 6-861, 6-862, 6-863, 6-865, 6-870.02, and 6-871

	3. A list of all previous notices appearing in the Register addressing the proposed rule:
	Notice of Docket Opening, 4 A.A.R. 4044, December 4, 1998
	Notice of Docket Opening, 6 A.A.R. 717, February 18, 2000

	4. The name and address of agency personnel with whom persons may communicate regarding the rulem...
	Name: John P. Hudock, Esq.
	Address: 2910 North 44th Street, Suite 310, Phoenix, AZ 85018
	Telephone Number: (602) 255-4421, ext. 167
	Fax Number: (602) 381-1225
	E-mail: jhudock@azbanking.com

	5. An explanation of the rule, including the agency’s reasons for initiating the rule:
	These rules regulate banks with trust powers, and also private trust companies. The agency revise...
	R20-4-801 has been amended to eliminate restatement of statutory definitions. One definition, of ...
	R20-4-804 is repealed because capital requirements are now specified in A.R.S. § 6-856.
	R20-4-805(A) is removed because its subject matter is now contained in A.R.S. § 6-859. The remain...
	R20-4-806 is amended to include the right to use computer record keeping systems, and to more pre...
	R20-4-807 is amended to make editorial changes intended to clarify the rule.
	R20-4-808 is amended to remove certain bonding requirements now contained in A.R.S. § 6-859, and ...
	R20-4-809 is amended to more particularly define the required statement frequency. The new requir...
	R20-4-810 is amended to remove subsection (B), now addressed in A.R.S. § 6-862, and to clarify an...
	R20-4-811 is amended to clarify the rule by, among other changes, adding modern statutory citations.
	R20-4-812 is amended by completely rewriting the rule in “plain English” to clarify its requireme...
	R20-4-813 is amended by certain editorial changes to recast the rule in “plain English”.
	R20-4-814 is amended by certain editorial changes to recast the rule in “plain English”.
	R20-4-815 is amended by certain editorial changes to modernize some of its provisions, to make it...
	R20-4-816 is amended and clarified by certain editorial changes to modernize some of its provisio...

	6. A reference to any study that the agency proposes to rely on in its evaluation of or justifica...
	The Department does not propose to rely on any study as an evaluator or justification for the pro...

	7. A showing of good cause why the rule is necessary to promote a statewide interest if the rule ...
	Not applicable

	8. The preliminary summary of the economic, small business, and consumer impact:
	A. The Banking Department
	The rules will have marginal, but important, effects on this agency’s income and expenses. The De...
	B. Other Public Agencies
	The State will incur normal publishing costs incident to rulemaking.
	C. Private Persons and Businesses Directly Affected
	Costs of services will not increase to any measurable degree. Nor should these revisions increase...
	D. Consumers
	No measurable effect on consumers is expected.
	E. Private and Public Employment
	There is no measurable effect on private and public employment.
	F. State Revenues
	This rulemaking will not change State revenues.

	9. The name and address of agency personnel with whom persons may communicate regarding the accur...
	Name: John P. Hudock, Esq.
	Address: 2910 North 44th Street, Suite 310, Phoenix, Arizona 85018
	Telephone: (602) 255-4421, extension 167
	Fax Number: (602) 381-1225
	E-mail: jhudock@azbanking.com

	10. The time, place, and nature of the proceedings for the making, amendment, or repeal of the ru...
	No oral proceedings are scheduled. The department will schedule an oral proceeding on the propose...

	11. Any other matters prescribed by statute that are applicable to the specific agency or to any ...
	Not applicable

	12. Incorporations by reference and their location in the rules:
	There is no material incorporated by reference in these rules.
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